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INTRODUCTION 


The  unemployment  insurance  program  in  Massachusetts  is  administered  by  the 
Massachusetts  Department  of  Employment  and  Training  (DET),  which  is  part  of  a 
network  of  53  employment  security  agencies.  Each  state  (plus  Puerto  Rico,  the 
District  of  Columbia,  and  the  Virgin  Islands)  administers  its  own  program,  including 
collecting  contributions  from  employers  and  paying  benefits  to  unemployed  workers. 
The  Social  Security  Act  of  1935  established  the  unemployment  insurance  (Ul) 
program  as  a  federal-state  cooperative  effort.  The  U.S.  Department  of  Labor 
maintains  federal  guidelines  for  the  program,  but  each  state  makes  key  decisions 
about  benefit  levels,  eligibility  rules,  employee  contribution  rates,  and  other  issues. 

This  report  offers  an  introduction  to  the  unemployment  insurance  (Ul)  program  in 
Massachusetts.  The  program  faces  many  challenges  in  the  coming  year,  and  it  is 
hoped  that  the  material  included  here  will  provide  helpful  background  for  decision- 
makers. The  report  includes  five  sections: 

•  The  Massachusetts  Economy.  An  overview  of  the  Massachusetts  economy 
shows  how  the  Ul  program  fits  into  the  economy  overall. 

•  The  Unemolovment  Insurance  Svstem  in  Massachusetts.  This  section  provides 
a  profile  of  recent  Ul  claimants,  shows  how  benefits  are  calculated  here  and 
in  other  states,  compares  benefits  in  Massachusetts  to  those  of  other  states, 
and  introduces  the  extended  benefits  program. 

•  Financing  Unemolovment  Benefits  in  Massachusetts.  This  section  introduces 
the  employer  contribution  system,  including  information  on  contribution  rates, 
experience  rating,  and  the  taxable  wage  base  in  Massachusetts  and  other 
states. 

•  The  Massachusetts  Trust  Fund.  This  section  provides  a  brief  analysis  of 
trends  in  benefit  payments  and  employer  contributions,  a  discussion  of 
formulas  used  to  determine  trust  fund  adequacy,  a  discussion  of  the  impact 
of  borrowing  from  the  federal  government,  and  a  comparison  of  the  trust 
funds  in  other  states. 

•  Obtaining  Wage  Information  for  Use  in  Calculating  Unemolovment  Benefits. 
The  system  which  Massachusetts  uses  for  obtaining  wage  information  for 
use  in  calculating  unemployment  benefits  is  an  older  system  which  is  currently 
used  by  only  two  other  states.  In  the  next  few  years,  Massachusetts  may 
choose  to  convert  from  the  "wage  request"  system  to  the  more  common 
"wage  reporting"  system. 
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THE  MASSACHUSETTS  ECONOMY 


THE  MASSACHUSETTS  ECONOMY 


Jobs  in  Massachusetts.  Most  workers  in  Massachusetts  are  employed  in  the  services, 
manufacturing,  or  retail  and  wholesale  trade  sectors,  the  three  sectors  which  provide 
two-thirds  of  the  state's  jobs.  Massachusetts  has  a  diversified  economy  with  several 
key  strengths.  Noted  for  its  colleges  and  universities,  Massachusetts  has  developed 
a  variety  of  knowledge-intensive  industries,  including  high  tech  manufacturing, 
computer  software  development,  engineering  and  consulting  services,  hospitals  and 
medical  research,  and  other  services.  Another  strength  is  banking  and  insurance, 
since  Boston  serves  as  a  regional  center  for  New  England.  Other  significant  sources 
of  jobs  in  Massachusetts  include  tourism-related  services,  construction,  utilities,  and 
government. 

Interdependence.  While  the  economy  is  well-diversified,  each  area  is  surprisingly 
dependent  on  the  other  areas  for  growth.  For  example,  the  existence  of  the 
universities  and  knowledge-based  service  sector  made  possible  the  expansion  of  high 
tech  manufacturing,  and  the  expansion  in  manufacturing  was  a  catalyst  for  growth 
in  construction,  real  estate,  finance,  retail  trade,  personal  services,  and  other  sectors. 
This  interdependence  is  clearly  illustrated  by  the  impact  of  the  current  economic 
downturn  on  the  economy.  Rather  than  seeing  job  losses  in  just  one  or  two  sectors, 
the  state  has  seen  job  losses  in  almost  all  areas.  Hardest  hit  have  been  construction, 
manufacturing  (especially  high  tech),  and  trade.  Because  of  the  downturn  in  the 
economy,  Massachusetts  saw  a  net  loss  of  approximately  124,000  jobs  in  the  state 
between  December,  1990  and  December,  1991,  resulting  in  an  unemployment  rate 
which  averaged  9%  for  calendar  year  1991. 

The  role  of  unemplovment  insurance.  The  unemployment  insurance  program  plays 
several  roles  in  the  economy.  It  affects: 

•  Individuals  and  families,  by  providing  a  partial  income  replacement  which 
cushions  the  impact  of  job  losses; 

•  The  local  economy,  by  softening  the  swings  in  consumer  purchasing  power  and 
spending  during  times  of  layoffs; 

•  Local  industrv.  by  assisting  skilled  workers  to  remain  in  the  region  while  they 
pursue  work  in  the  field  for  which  they  were  trained; 

•  The  labor  force,  by  assisting  workers  while  they  assess  their  skills,  retrain  if 
necessary,  and  find  new  jobs  or  new  careers  that  make  good  use  of  their 
abilities. 

Currently,  the  Department  of  Employment  and  Training  is  providing  unemployment 
benefits  to  over  200,000  people  (including  extended  benefits  recipients),  with 
disbursements  totalling  over  $38  million  each  week. 
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JOBS  IN  MASSACHUSETTS 


The  largest  sources  of  jobs  in 
Massachusetts  are  the  service,  trade, 
and  nnanuf  acturing  sectors. 
According  to  1991  annual  averages, 
the  service  sector  provided 
approximately  890,000  jobs, 
including  277,000  jobs  in  health  and 
hospitals,  139,000  in  business 
services,  125,000  in  educational 
services,  93,000  in  engineering  and 
management  services,  and  64,000  in 
social  services.  About  89,000  of 
the  service  sector  jobs  are  considered 
"high  tech." 


The  trade  sector  provided  about 
650,000  jobs,  primarily  in  retail  trade.  There  were  491,000  jobs  in  the  retail  sector 
(including  160,000  in  eating  and  drinking  establishments)  and  158,000  jobs  in 
wholesale  trade. 

The  manufacturing  sector  provided  about  485,000  jobs,  the  majority  (316,000)  in 
durable  goods  industries,  including  about  199,000  high  tech  jobs. 


JOB  LOSSES 

Between  December,  1990  and  December,  1991,  Massachusetts  employment  declined  by 
approximately  4.2%.  The  sectors  which  lost  the  largest  share  of  their  jobs  include  construction, 
manufacturing  (particularly  high  tech),  and  trade.  Within  sectors  which  had  relatively  moderate 
losses  overall,  certain  industries  (like  commercial  banks)  experienced  large  losses. 


JOBS  GAINED/LOST         PERCENT  CHANGE 
SECTOR  DEC.  '90  -  DEC.  '91         DEC.  '90  -  DEC.  '91 


Construction 

-16,900 

-18.5% 

Manufacturing 

-33,400 

-6.6% 

High  tech 

-16,300 

-7.9% 

Trans., Comm. ,Util. 

-  4,800 

-3.7% 

Total  Trade 

-33,400 

-4.8% 

Retail  trade 

-20,800 

-3.9% 

Wholesale  trade 

-12,600 

-7.5% 

Fin. ,1ns. .Real  Estate 

-  8,400 

-4.0% 

Commercial  banks 

-  3,000 

-7.4% 

Services 

-16,800 

-1.8% 

Government 

-10,500 

-2.6% 

NON-AGRICULTURAL  TOTAL 

-124,300 

-4.2% 

Jobs  in  Massachusetts 
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Services  32* 
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Construction  3% 
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UNEMPLOYMENT  RATES 


The  graph  below  shows  that  Massachusetts  experienced  a  dramatic  turnaround 
between  1975  and  the  present.  In  1975,  Massachusetts  lost  large  numbers  of  jobs 
(particularly  traditional  manufacturing  jobs)  during  the  national  recessions  of  1 970-71 
and  1 974-75.  As  a  result,  unemployment  in  Massachusetts  rose  in  1 975  to  1 1 .2%, 
far  higher  than  the  national  average.  Since  then,  Massachusetts  has  rebuilt  its 
economy,  by  developing  high  tech  manufacturing  industries,  and  expanding  on 
existing  strengths  in  business  services,  construction,  finance,  insurance  and  real 
estate,  and  other  industries. 

By  the  time  the  national  recession  of  1 982-83  occurred,  Massachusetts  had  a  strong 
economic  base,  and  survived  the  recession  with  relatively  few  job  losses.  Between 
1984  and  1988,  unemployment  rates  continued  to  fall  in  Massachusetts,  as  the 
state's  economy  continued  to  grow.  In  contrast,  in  the  last  three  years, 
unemployment  in  Massachusetts  has  started  to  rise  more  than  the  national  average. 
Starting  in  1988,  unemployment  rose  from  3.3%  to  4.0%  for  all  of  1989  to  an 
average  of  6.0%  for  1990  to  9.0%  for  all  of  1991.  By  December  1991,  the 
unemployment  rate  for  the  month  had  fallen  slightly  to  8.7%. 


fvnSS.  AND  U.S.  UNBVPLOYIVENT  RATES 

1371  TO  1991 
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Cities  in  the  Central  and  Southeast  regions  of  the  state  have  seen  some  of  the  highest 
unemployment  rates  this  year.  In  1991,  while  unemployment  statewide  averaged 
9.0%,  much  higher  rates  were  found  in  Gardner  (14.3%),  Athol  (15.2%),  Fitchburg 
(12.1%),  Fall  River  (15.8%),  and  New  Bedford  (14.9%).  These  cities  have 
traditionally  relied  on  jobs  in  the  older  manufacturing  industries,  such  as  apparel  and 
furniture.  During  the  1980s,  some  employment  growth  occurred  as  area  residents 
commuted  to  jobs  in  Eastern  Massachusetts  or  worked  in  the  residential  construction 
and  retail  trade  jobs  created  by  the  large  number  of  commuters  living  in  the  area. 
Because  these  areas  have  a  limited  economic  base  of  their  own,  they  have  been 
especially  hard  hit  by  the  rise  in  statewide  unemployment. 
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INSURED  UNEMPLOYMENT 


Not  all  of  the  unemployed  qualify  to  receive 
unemployment  insurance  benefits.  The 
graph  below,  which  contrasts  the  total  and 
the  insured  unemployment  rates  for 
Massachusetts  for  1971-1991,  shows  that 
the  insured  rate  is  usually  about  2-3 
percentage  points  below  the  total  rate.  The 
insured  unemployment  rate  measures  the 
number  of  people  who  are  claiming 
unemployment  insurance  as  a  percent  of  the 
number  of  jobs  covered  by  the  system.  The 
total  unemployment  rate  measures  all  job 
seekers  as  a  percent  of  the  labor  force. 
This  measure  includes  both  those  who  are 
receiving  unemployment  insurance  and 
those  who  are  not  because  they  are  looking 
for  their  first  job,  recently  reentered  the 
labor  force,  voluntarily  left  their  last  job,  or  exhausted  their  entitlement  to  benefits. 


THE  INSURED  UNBvPLOYTvENT  RATE  AND 
THE  TOTAL  UNBvPLO^IvENT  RATE, 
K4ASSACHUSETTS ,    197  1-91 


DEFINITIONS 

Total  unemployment  rate: 
The  number  of  people  who  are  not 
employed  and  who  are  actively  seeking 
work,  as  a  percent  of  the  labor  force. 
(The  labor  force  includes  both  the 
employed  and  the  unemployed.) 

Insured  unemployment  rate: 
The  number  of  people  who  are  claiming 
unemployment  insurance  benefits,  as  a 
percent  of  the  jobs  covered  by  the  Ul 
system.  {A  six-month  lag  is  used  In 
calculating  the  number  of  covered  jobs.) 
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THE  ROLE  OF  UNEMPLOYMENT  INSURANCE 

The  unemployment  insurance  program  channels  money  back  into  the  economy  during 
times  of  recession,  as  shown  by  the  graph  below.  For  example,  between  1988  and 
1 991 ,  as  the  total  unemployment  rate  rose  from  3.3%  to  9.0%,  the  average  number 
of  claims  per  weel<  rose  from  58,000  to  an  estimated  127,300. 


THE  AVERAGE  NUvBER  OF  CLAIMS  PER  WEEK 
RISES  AS  THE  UNEN/PLOYIvEIMT  RATE  RISES 


Average  claims  (Thous.)  Unemploynnent  rate 


Average  claims       1 1 1 1 1 1  Unemployment  rate 


Unemployment  insurance  was 
developed  with  this  pattern  in  mind. 
The  program  was  introduced  in  1935 
in  order  to  provide  a  cushion  for 
workers  and  for  the  economy  overall 
during  times  of  involuntary 
unemployment.  Unemployment 
insurance  enables  workers  to 
maintain  at  least  some  of  their 
purchasing  power,  to  survive 
temporary  downturns  in  their 
company  or  industry,  and  to  evaluate 
their  skills  and  seek  different  careers 
if  they  are  unlikely  to  return  to  their 
former  industry. 


ROLE  OF  UNBvlPLOYMENT  INSURANCE 
IN  THE  LOCAL  COvtvlUNIH 
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THE  UNEMPLOYMENT  INSURANCE 
PROGRAM  IN  MASSACHUSETTS 


THE  UNEMPLOYMENT  INSURANCE  PROGRAM  IN 
MASSACHUSETTS 


Who  receives  unemployment  benefits?  The  people  who  receive  unemployment  benefits  come 
from  every  group  in  the  labor  force.  In  a  recent  month  (December,  1991),  24%  of  those 
receiving  unemployment  insurance  benefits  were  from  professional,  technical,  or  managerial 
jobs,  21  %  were  from  clerical,  sales,  and  service  jobs,  1 6%  were  from  structural  occupations, 
and  39%  were  from  production,  transportation,  or  other  jobs.  Claimants  were  drawn  from 
every  age  group  and  education  level.  Most  jobs  in  Massachusetts  (98%  of  non-agricultural 
employment)  are  covered  by  the  unemployment  insurance  program.  Benefits  are  available  to 
workers  who  lose  these  jobs  because  of  a  layoff  or  other  reason  beyond  their  control  and  who 
had  sufficient  earnings  in  the  past  52  weeks.  Benefits  are  available  both  to  those  who  are 
permanently  laid  off  and  to  those  who  expect  to  be  recalled  to  their  former  employer. 

How  much  do  workers  receive?  The  benefits  paid  to  unemployed  workers  depend  on  their 
former  earnings.  The  weekly  benefit  amount  is  set  at  50%  of  a  claimant's  former  average 
weekly  wage,  up  to  a  maximum  of  $296  per  week.  Benefit  levels  in  Massachusetts  are  high 
relative  to  other  states,  primarily  because  of  the  high  wages  in  this  state.  The  average 
unemployment  insurance  claimant  in  Massachusetts  receives  $219  per  week,  including  an 
allowance  for  dependent  children  of  up  to  $25  per  child.  Massachusetts  is  one  of  only  14 
states  which  pay  an  allowance  for  dependent  children. 

For  how  long  can  workers  receive  benefits?  Massachusetts  allows  10-30  weeks  of  benefits, 
depending  on  a  formula  which  measures,  in  part,  how  steady  a  worker's  earnings  were  during 
the  previous  year.  The  average  claimant  last  year  was  eligible  for  27  weeks,  but  collected  only 
18.9  before  returning  to  work.  The  average  potential  duration  is  always  higher  than  the 
average  actual  duration,  since  most  people  find  jobs  before  their  benefits  run  out.  Claimants 
have  a  52-week  period  (called  the  "benefit  year")  in  which  to  collect  these  benefits. 

Special  features  of  the  Massachusetts  program.  The  Massachusetts  unemployment  insurance 
system  includes  some  small  and  innovative  programs.  One  is  the  worksharing  program,  which 
allows  employers  to  temporarily  reduce  the  work  week  for  all  workers  instead  of  laying  off 
some  workers.  Affected  workers  can  receive  unemployment  benefits  to  help  compensate  for 
the  lost  earnings,  for  up  to  26  weeks.  So  far,  51  employers  have  participated  in  the 
worksharing  program.  Another  small  program,  the  Training  Opportunity  Program,  allows 
workers  to  attend  full-time  training  programs  while  collecting  unemployment  benefits  if  they 
need  retraining.  An  extension  of  benefits  for  up  to  18  weeks  is  allowed  if  needed,  although 
not  all  of  those  who  attend  training  need  this  extension.  About  1-2%  of  unemployment 
insurance  claimants  participate  in  this  program  annually.  Another  program,  introduced  in  1 990, 
is  the  Health  Security  Plan.  This  program  allows  unemployment  insurance  claimants  who  are 
Massachusetts  residents,  who  have  no  medical  coverage,  and  whose  family  income  meets 
program  guidelines,  to  sign  up  for  a  health  insurance  plan  sponsored  by  the  Massachusetts 
Department  of  Medical  Security  or  to  receive  help  in  continuing  the  insurance  coverage  they 
received  from  their  employer. 
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CHARACTERISTICS  OF  UNEMPLOYMENT  INSURANCE  CLAIMANTS 


Recent  news  reports  about  unennployment  in  Massachusetts  have  highlighted  the  fact  that  a 
broad  spectrum  of  workers  have  lost  their  jobs.  A  profile  of  people  who  received  benefits 
during  December,  1 991 ,  supports  these  reports.  With  only  a  few  exceptions,  the  profile  of  the 
unemployed  is  fairly  close  to  the  profile  of  the  labor  force  overall.  (The  exceptions  are  that 
construction  and  manufacturing  workers  are  overrepresented,  and  that,  as  a  result  of  the  large 
number  of  construction  workers,  men  are  overrepresented  compared  to  their  share  of  the  labor 
force.  Ul  claimants  also  tend  to  be  somewhat  older  than  the  average  worker,  since  recent 
entrants  to  the  labor  force  may  not  qualify.)  A  recent  survey  of  Massachusetts  claimants 
showed  that  they  had  worked  an  average  of  SVi  years  for  their  former  employer.  The  re- 
employment experiences  of  those  surveyed  varied:  while  some  were  recalled  to  their  former 
jobs,  a  larger  number  of  those  who  were  re-employed  had  found  new  jobs,  often  in  entirely  new 
fields. 


DECBs/BER  1991  aAlMANTS  BY  SECTOR 


Muiufacturlng 
26% 


Agriculture 

3as 


Tran.Anm^Jtll 
3« 


>aher 

4* 


Services 
21% 


Fln.,lns.,R8al  &t. 


DECev^ER  1991  aAlMWS  BY  CXTUPATICN 


Prof  .Tech 


Processing 


9* 


SUuctural 
17* 


A7iaiit.ure 
3% 


CHARACTERISTICS  OF 
DECEMBER  1991  CLAIMANTS 


SEX 
Male 
Female 

EDUCATION 
Up  to  11  th  grade 
H.S.  graduate 
1-3  yrs.  post  H.S. 
4+  yrs.  college 

AGE 
Under  25 
25  to  44 
45  to  54 
55  plus 

FAMILY  STATUS 
No  dependent  children 

1  dependent 

2  dependents 

3  or  more  dependents 


62% 
38% 


22% 
50% 
14% 
14% 


11% 
56% 
17% 
16% 


75% 
11% 
10% 
4% 


Average  age  39 
Average  #  dependent  children  0.6 
Average  former  wage  $468/wk 


A  TYPICAL  UNEMPLOYMENT  INSURANCE  CLAIMANT 


John  is  a  28-year-old  office  machine  repairman  who  worked  for  two  companies  in  the  past 
year.  He  worked  for  Acme  Insurance,  but  left  in  September  because  he  was  unhappy  with  the 
job.  In  December,  he  found  a  new  job  at  Central  Savings  Bank,  but  he  was  soon  unemployed 
again,  after  the  bank  had  a  large  layoff.  On  July  16,  1 991  he  filed  an  unemployment  insurance 
claim.  In  Massachusetts,  benefits  are  calculated  using  the  earnings  from  the  52  weeks 
preceding  the  week  the  claim  was  filed  (the  "base  year").  The  unemployment  office  staff  sent 
forms  to  John's  previous  employers  to  see  how  much  he  earned  in  each  calendar  quarter.  His 
earnings  were: 


John's  weekly  benefit  amount  was  based  on  the  two  quarters  when  his  earnings  were  highest: 
January  to  March  and  April  to  June.  During  these  two  quarters,  he  earned  $10,088,  or  an 
average  of  $388  per  week.  His  weekly  benefit  amount  was  $1 94,  which  is  half  of  his  average 
weekly  wage.  The  "total  credit"  John  was  allowed  to  collect  was  equal  to  36%  of  his  annual 
earnings  of  $14,488,  which  equals  $5,216.  At  $194  per  week,  he  could  therefore  collect  27 
weeks  of  benefits  ($5,216  $194  =  27).  Because  John  was  the  "primary  earner"  in  his 
family  and  has  a  4-year-old  daughter,  he  also  received  a  $25  per  week  dependency  allowance, 
giving  him  a  total  weekly  check  of  $219. 

After  he  filed  for  unemployment  benefits,  John  registered  for  employment  services  through  the 
Opportunity  Job  Center.  He  looked  at  the  job  listings  available  through  the  Opportunity  Job 
Center,  and  also  applied  for  jobs  he  saw  in  the  newspaper.  He  was  hired  by  an  office  machine 
repair  business  after  collecting  only  19  of  his  potential  27  weeks. 


The  forms  that  DET  received  from  John's  employers  showed  that  he  was  eligible  for  unemployment 
insurance.  To  be  monetarily  eligible,  a  worker  must  have  earned  at  least  $1 ,200  during  the  year,  and  must 
have  earned  at  least  30  times  his  weekly  benefit  amount,  which  translates  into  about  1 5  weeks  of  work. 
John  easily  met  these  standards.  In  addition,  John  needed  to  be  unemployed  through  no  fault  of  his  own. 
Since  the  bank  confirmed  that  he  had  been  laid  off  due  to  a  lack  of  work,  he  was  eligible  for  benefits. 

To  continue  to  collect  benefits,  John  needed  to  conduct  an  active  job  search,  and  to  certify  that  he  was  able 
and  available  to  accept  full-time  work.  John  met  this  criteria  by  using  the  Opportunity  Job  Center  and  the 
newspapers  to  look  for  and  apply  for  jobs  in  his  field. 


July  15  -  Sep.  30,  1990  $3,500 

Oct.  1  -  Dec.  31,  1990  $400 

Jan.  1  -  Mar.  31,  1991  $5,044 

Apr.  1  -  June  30,  1991  $5,044 

July  1  -  July  14,  1991  $500 


Acme  Insurance 


Central  Savings  Bank 
Central  Savings  Bank 
Central  Savings  Bank 
Central  Savings  Bank 


ELIGIBILITY  FOR  UNEMPLOYMENT  INSURANCE 
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BENEFIT  ELIGIBILITY  IN  OTHER  STATES 


John's  unemployment  benefits  would  be  calculated  differently  if  he  lived  in  another  state.  One 
of  the  largest  differences  is  that  in  most  states,  his  "base  year"  would  consist  of  the  first  four 
of  the  five  most  recent  completed  calendar  quarters  (instead  of  the  past  52  weeks).  This  base 
year  is  used  because  the  employers  in  most  states  report  wages  quarterly  to  the  state 
employment  security  agency.  In  these  "wage  reporting"  states,  unemployment  benefits  are 
based  on  the  wages  which  are  already  stored  in  the  agency's  computer.  The  following  tables 
show  the  benefits  John  would  collect  in  four  nearby  states,  assuming  that  he  earned  $14,488 
in  his  base  year  and  $5,044  in  his  highest  quarter. 


RHODE  ISLAND 

Weekly  Benefit  Amount:  In  Rhode  Island,  the 
weekly  benefit  is  4.62%  of  the  highest  quarter 
earnings.  John  would  receive  4.62%  of 
$5,044,  for  a  weekly  benefit  of  $233. 

Dependents'  Allowance:  Claimants  receive  5% 
of  their  weekly  benefit  or  $10  per  dependent, 
whichever  is  greater.  For  John,  this  would 
mean  an  allowance  of  $10,  for  a  total  weekly 
check  of  $243. 

Potential  duration:  Rhode  Island  uses  the  same 
duration  formula  as  Massachusetts,  but  with  a 
26-week  maximum.  John  would  receive  the  full 
26  weeks. 


NEW  YORK 

Weekly  Benefit  Amount:  In  New  York,  John's 
weekly  benefit  amount  would  be  50%  of  the 
average  weekly  wage  earned  during  the  weeks 
he  worked.  Since  he  worked  40  weeks  during 
the  year  and  earned  $14,488,  his  average 
weekly  wage  was  $362.  John's  weekly  benefit 
would  be  equal  to  50%  x  $362  =  $181. 

Dependents'  Allowance:  New  York  does  not 
have  a  dependents'  allowance. 

Potential  Duration:  All  claimants  in  New  York 
receive  26  weeks  of  benefits. 


NEW  HAMPSHIRE 

Weekly  Benefit  Amount:  In  New  Hampshire,  the 
weekly  benefit  amount  is  0.8%  to  1 .4%  of  the 
claimant's  annual  earnings  from  the  previous 
calendar  year  (1990  in  John's  case).  Since 
John  earned  14,488,  his  weekly  benefit  would 
be  $116. 

Dependents'  Allowance:  New  Hampshire  does 
not  pay  dependents  allowances. 

Potential  Duration:  All  claimants  in  New 
Hampshire  are  eligible  for  26  weeks,  but 
everyone's  benefit  year  ends  in  March  of  each 
year.  If  John  has  not  collected  all  of  the  26 
weeks  of  benefits  by  March  1 992,  he  can  file  a 
new  claim,  if  his  1991  earnings  are  sufficient. 


NEW  JERSEY 

Weekly  Benefit  Amount:  In  New  Jersey,  John 
would  receive  a  weekly  benefit  equal  to  60%  of 
his  average  weekly  wage.  Since  his  average 
weekly  wage  was  $362,  his  benefit  would  be 
$217  per  week. 

Dependents'  Allowance:  New  Jersey  allows  an 
allowance  of  7%  of  the  weekly  benefit  amount 
for  the  first  dependent,  and  4%  for  each 
additional  dependent.  John  would  receive  $15 
for  his  one  dependent,  for  a  total  weekly  check 
of  $232. 

Potential  Duration:  Potential  duration  in  New 
Jersey  equals  3/4  of  the  weeks  worked  in  the 
base  year,  up  to  26  weeks.  John  would  be 
eligible  for  26  weeks  of  benefits. 
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AVERAGE  BENEFITS  IN  SELECTED  STATES 


The  average  benefit  amounts  received  and  the  average  number  of  weeks  collected  by  workers 
in  each  state  depends  on  a  number  of  factors,  including  the  level  of  wages  in  the  state,  the 
level  of  unemployment,  the  presence  of  seasonal  industries,  and  the  rules  used  to  determine 
benefit  eligibility.  Massachusetts  currently  has  above-average  weekly  benefit  amounts  and 
duration,  as  shown  by  the  charts  below.  The  high  level  of  benefits  can  be  traced  to  the  higher 
level  of  wages  in  Massachusetts,  as  well  as  to  the  use  of  different  formulas  in  Massachusetts 
for  the  base  year  and  the  dependents'  allowances.  The  higher  average  duration  can  be  traced 
to  the  current  slowdown  in  the  state's  economy  and  to  the  fact  that  Massachusetts  allows  up 
to  30  weeks  for  some  claimants. 


AVERAGE  WEKLY  BBvEFITS 
3RDGUARTER  1991 


h£W  Hi^vPSHIRE 
CALIFCRNIA 
VERvONT 
FLCRIC>\ 
NIHTH  CAFCLINA 

TEXAS 
CHD 
ILLINOS 
hBN  YCRK 
PB^J^BYLVANIA 
RHXE  ISLAT^O 

cc^^EalCL^" 

MCHG4N 

^ev  jmsEY 

M^SSACHJSETT5 

$0       $50  $100 
(IhCLLDNG  Dffe^C&^S'  ALLOV^fCES) 


$200  $250 


AVER/>GE  ACTUAL  DURATCN 
3RDQJ\RTff!  1991 


NCRTH  CAnairsy\ 

^eWH^M=WIRE 
CHD 

FLCRICA 
TEXAS 

oc^^ECTla;T 

PB^f^EYlVANIA 
R-CDE  ISLAMD 
ILLINDIS 

^EWJER5er 

NEW  YCRK 


'y'///y///////////////y/////A  13.8 


V//////////////////////////A 


H.5 
-M.8 


■/////////■//////////■///////////A  15.B 


16.3 


y////////////////////////////^^^^  1R3 


10  15 
W  E  E  5 


20 


25 


10 


MAXIMUM  WEEKLY  BENEFITS  IN  MASSACHUSETTS 


Unemployment  insurance  provides  weekly 
benefits  equal  to  half  of  a  worker's  former 
earnings,  up  to  the  current  maximum 
benefit  of  $296  per  week.  The  maximum 
weekly  benefit  amount  is  reset  in  October 
of  each  year,  and  is  equal  to  57.5%  of  the 
average  weekly  earnings  of  all 
Massachusetts  workers.  The  9%  average 
annual  increase  in  the  maximum  weekly 
benefit  amount  between  1982  and  1992 
reflects  the  unprecedented  increase  in 
wages  paid  to  Massachusetts  workers 
over  the  same  period. 


Like  Massachusetts,  most  states  index  the 
maximum  weekly  benefit  amount  to  keep 
pace  with  the  level  of  wages  in  the  state, 
usually  setting  it  at  50-70%  of  statewide 
average  weekly  earnings.  The  table  below 
shows  that  five  of  the  six  New  England 
states  and  six  of  the  eleven  large  industrial 
states  index  the  maximum  weekly  benefit 
amount  to  statewide  earnings  (source: 
"Significant  Provisions  of  State 
Unemployment  Insurance  Laws,"  U.S. 
Department  of  Labor,  January  5,  1992). 


MAXIMUM  WEEKLY  BENEFITS 
1991  MAXIMUM  INDEXED         MAXIMUM  AS  %  OF 


STATE 

BENEFIT  AMOUNT 

TO  WAGES? 

AVG.  WEEKLY  WAGE 

California 

$230 

NO 

Connecticut 

$288 

YES 

60.0% 

Florida 

$225 

NO 

Illinois 

$214 

YES 

64.3% 

Maine 

$198 

YES 

52.0% 

Massachusetts 

$296 

YES 

57.5% 

Michigan 

$283 

YES 

58.0% 

New  Hampshire 

$179 

NO 

New  Jersey 

$308 

YES 

56.7% 

New  York 

$280 

■  NO 

North  Carolina 

$258 

YES 

66.7% 

Ohio 

$211 

NO 

Pennsylvania 

$304 

YES 

66.7% 

Rhode  Island 

$285 

YES 

67.0% 

Texas 

$231 

NO 

Vermont 

$192 

YES 

60.0% 

THE  MAXIMUM  WEEKLY  BENEFIT  RISES... 
$600-1  •  1 


$400- 


'82  '83  "84  "85  '86  '87  '88  '89  '90  '91  '92 


...AS  EARNINGS  OF  MASS.  WORKERS  RISE. 
$600-1  1 
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THE  EXTENDED  BENEFITS  PROGRAM 


The  Federal-State  Extended  Benefits  (EB)  program  was  set  up  by  Congress  in  1970  to 
provide  benefits  to  unemployment  insurance  claimants  who  exhaust  regular  benefits  during 
periods  of  high  unemployment.  Extended  benefits  were  paid  in  Massachusetts  in  1992. 

•  When  are  extended  benefits  available  to  the  unemployed?  Extended  benefits 
become  available  after  the  average  insured  unemployment  rate  for  any  13-week 
period  averages  at  least  5.0%  and  is  at  least  120%  of  the  average  rate  in  the 
corresponding  period  in  each  of  the  past  two  years.  Once  extended  benefits  are 
triggered  on,  the  "EB"  period  lasts  at  least  13  weeks.  When  these  conditions  are 
no  longer  met,  the  EB  period  ends  and  no  more  extended  benefits  are  paid.  A  new 
extended  benefit  period  can  begin  after  13  or  more  weeks  pass  if  conditions 
warrant. 


•  Who  is  eligible  to  receive  extended  benefits?  In  general,  people  who  filed  an 
unemployment  insurance  claim  within  the  past  52  weeks  and  who  have  exhausted 
their  regular  benefits  are  eligible  to  receive  extended  benefits.  When  an  extended 
benefit  period  starts,  DET  contacts  people  who  recently  exhausted  their  benefits  to 
tell  them  that  they  are  eligible  for  extended  benefits  if  they  have  not  yet  found  a 
job.  DET  also  announces  to  the  news  media  that  extended  benefits  are  available. 


How  manv  more  weeks  are  available? 
Claimants  are  eligible  for  half  the  number 
of  weeks  they  collected  on  regular  Ul,  up 
to  a  39-week  maximum.  Regardless  of 
the  number  of  weeks  a  claimant  is 
entitled  to,  all  extended  benefits  stop 
when  the  EB  period  ends. 

Who  finances  extended  benefits?  The 
cost  of  extended  benefits  is  shared 
between  Massachusetts  employers  and  all 
employers  nationwide  through  the  federal 
unemployment  insurance  trust  fund. 


LhBvPLOYHD  PECPLE  IN  IVASSymJSETTS 
JANJARY  -  DEC^^/Bff!  1991 


Pefcont  of  To(al 
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WHY  ARE  EXTENDED  BENEFITS 
IMPORTANT  RIGHT  NOW? 


The  graph  to  the  left  divides  the 
unemployed  into  three  categories:  people 
who  are  receiving  regular  unemployment 
benefits,  people  who  recently  entered  or 
re-entered  the  labor  force,  and  "other 
unemployed."  The  "other  unemployed" 
group  lost  or  left  jobs,  but  are  not 
collecting  unemployment  benefits,  either 
because  they  did  not  qualify,  chose  not  to 
apply,  or  collected  all  the  benefits  to 
which  they  were  entitled. 


The  share  of  the  unemployed  in  this 
"other  unemployed"  category  increased 
dramatically  in  1 990.  In  1 991 ,  this  share 
grew  larger  and  stayed  at  about  30% 
throughout  the  year.  This  highlights  the 
fact  that  an  Increasing  number  of  people 
have  exhausted  their  unemployment 
benefits  and  remained  unemployed. 
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FINANCING  UNEMPLOYMENT 
BENEFITS  IN  MASSACHUSETTS 


FINANCING  UNEMPLOYMENT  BENEFITS  IN 
MASSACHUSETTS 


Unemployment  insurance  benefits  are 
financed  by  Massachusetts  employers 
through  quarterly  contributions  paid  to  the 
Department  of  Employment  and  Training. 
These  contributions  are  kept  in  the 
Massachusetts  unemployment  compensation 
trust  fund  (a  special  account  at  the  U.S. 
Treasury)  and  are  used  only  for  benefit 
payments.  Administrative  costs  are  covered 
by  the  federal  unemployment  taxes  (FUTA) 
paid  to  the  Internal  Revenue  Service  by 
employers  nationwide. 


The  unemployment  insurance  financing 
system  is  designed  to  promote  both  eouitv 
among  emolovers  and  adeouacv  of  the  trust 
fund: 

•  Eouitv.  Like  other  insurance  systems,  the  Massachusetts  unemployment  insurance 
program  assigns  higher  contribution  rates  to  employers  who  have  had  more  claims 
charged  to  them  in  the  past.  This  "experience  rating"  system,  which  is  required  by 
federal  law,  distributes  the  costs  of  unemployment  insurance  among  employers 
according  to  the  benefits  received  by  each  employer's  workforce.  The  rating  system 
considers  employers'  ability  to  pay  as  well.  Massachusetts,  like  most  other  states, 
caps  the  rate  that  any  employer  must  pay.  Therefore,  the  contributions  paid  by  some 
employers  are  less  than  the  charges  to  their  accounts  for  benefits  paid  to  their  former 
employees.  Such  employers  are  called  "negative  balance"  employers.  While  this 
system  results  in  the  companies  with  low  turnover  subsidizing  those  with  frequent 
layoffs,  it  spreads  risks,  as  in  most  insurance,  and  helps  to  protect  employers  from 
drastic  increases  in  unemployment  costs. 

•  Adeouacy.  Each  state  is  expected  to  maintain  trust  fund  reserves  adequate  for  paying 
benefits  during  any  foreseeable  recession.  The  financing  system  is  designed  so  that 
contribution  rates  will  rise  when  reserves  need  to  be  increased.  The  unemployment 
insurance  rate  schedule  is  actually  made  up  of  seven  schedules,  ranging  from  Schedule 
A  (with  the  lowest  rates)  to  Schedule  G  (with  the  highest).  In  Schedule  A,  rates  range 
from  1.2%  to  5.4%  of  the  first  $7,000  paid  to  each  employee  (with  the  actual  rate 
depending  on  experience  ratings.)  In  Schedule  G,  rates  range  from  3.0%  to  7.2%.  The 
schedule  used  depends  on  the  ratio  of  funds  In  the  unemployment  insurance  trust  fund 
to  the  total  insured  payroll  in  the  state.  As  trust  fund  reserves  decrease,  every 
employer  automatically  moves  to  a  higher  schedule. 

The  financing  system  is  designed  to  also  consider  the  impact  on  new  businesses.  New 
employers  start  with  a  3.0%  rate  for  two  years,  during  which  they  acquire  a  rate  based  on 
their  unique  experience  generating  claims  for  benefits.  This  3.0%  rate  was  chosen  in  order 
to  minimize  the  cost  of  unemployment  insurance  for  new  businesses  and  to  make  their 
planning  easier. 


FINANCING  FOR  THE  UNEMPLOYMENT  INSURANCE  PROGRAM 


BvlPLQYER 
CONTRIBUTIONS 
TO  D.EJ. 


WASSACHUSEHS 
UNEMPLOYMENT 
COMPENSATION 
TRUST  FUND 


BENEFITS  PAID 
TO  MASS. 
WORKERS 


B/1PL0YERS 


FEDERAL 
U^Bv1PL0YMENT 
[TAXES  TO  F.U.T.A. 


FEDERAL  U.I. 
TRUST  FUND 


LOANS  TO  STATES 

FEDERAL  SHARE  OF 
EXTENDED  BENEFITS 


B1PL0YMENT 
SECURfTY 
ADMINISTRATON 
DEPT.  OF  LABOR 


STATE  AND 
FEDERAL 
ADMINISTRATION 
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UNEMPLOYMENT  INSURANCE  COSTS  FOR  A  TYPICAL  COMPANY 


CONTRIBUTIONS  PAID  BY 
MASSACHUSETTS  COMPANIES.  1991 


Excell,  Inc.  is  a  small  data  processing 
company  with  30  employees  and  a  total 
annual  payroll  of  $700,000.  In  February 
1991,  the  Department  of  Employment  and 
Training  sent  Excell  a  statement  with  their 
contribution  rate  for  1991.  Each  employer 
has  a  "book  account"  in  the  unemployment 
insurance  trust  fund  where  contributions  are 
paid  and  where  benefits  are  charged.  Excell  

has  accumulated  a  balance  in  its  account  of  wa^^^^^^ammmmmmmmmm^^^^^^^^mmmmm 

$14,076,  which  is  6.8%  of  its  taxable  payroll 

of  $207,000.  Their  statement  showed  that  based  on  the  ratio  of  the  balance  to  the 
$207,000  payroll,  Excell's  unemployment  insurance  contribution  rate  would  be  4.1  %  in  1 991 . 


Average  contribution  rate: 

Ul  wage  base: 

Average  cost  per  employee: 

Revenues  to  trust  fund: 


4.1% 
$7,000 
$273 

$622  million 


In  Massachusetts,  contributions  are  based  on  the  first  $7,000  earned  annually  by  each 
employee.  Of  the  30  employees  at  Excell,  all  but  one  earned  well  over  $7,000,  averaging 
$24,000  each.  One  employee  was  part-time,  and  so  earned  only  $4,000.  Excell's 
contributions  would  be: 


29  employees  x  $7,000  x  .041 
1  employee  x  $4,000  x  .041 
TOTAL 


=  $8,323 
=  $164 
=  $8,487 


For  Excell,  the  4.1  %  rate  resulted  in  a  bill  equal  to  1 .2%  of  their  total  1991  payroll  (since  only 
the  first  $7,000  per  employee  is  used). 


CALCULATING  THE  FEDERAL 
UNEMPLOYMENT  TAX 

Excell,  Inc.  also  must  pay  the  federal 
unemployment  (FUTA)  taxes  to  the  I.R.S.  As 
with  the  state  contribution,  the  federal  tax  uses 
$7,000  as  the  taxable  wage  base.  The  tax  rate  is 
set  at  6.2%,  but  companies  who  pay  the  state 
contribution  in  full  and  on  time  receive  a  5.4% 
credit,  for  a  net  FUTA  tax  of  0.8%  of  the  first 
$7,000  paid  to  each  employee,  or  $56  per 
employee  annually.  For  Excell,  FUTA  taxes  will 
be: 


29  employees  x  $7,000  x  .008 
1  employee  x  $4,000  x  .008 
TOTAL 


=  $1,624 
=  $  32 
=  $1,656 


These  funds  are  used  by  the  U.S.  Department  of 
Labor  for  state  and  federal  administrative  costs 
for  unemployment  insurance  and  state 
Employment  Service  programs,  for  the  50% 
federal  share  of  extended  benefits,  and  for  the 
Federal  Unemployment  Loan  Account  which 
supports  state  trust  funds.  


THE  "BOOK  ACCOUNT" 
FOR  EXCELL.  INC. 

The  $8,487  which  Excell  contributes  will  be 
credited  to  its  book  account.  Benefits  paid  to 
former  Excell  employees  during  the  year  will 
be  charged  to  this  account.  DET  will  also 
assess  a  "solvency  charge."  This  charge  is 
assessed  to  all  employers  to  cover  benefits 
paid  that  cannot  be  charged  to  any  particular 
employer.  (For  example,  benefits  for  a  worker 
whose  employer  has  gone  out  of  business 
with  a  negative  account  balance  which  must 
be  charged  to  the  solvency  account.) 

The  balance  in  Excell's  account  at  the  end  of 
the  year  will  help  determine  Its  rate  for  the 
following  year.  Under  this  system,  Excell  has 
an  incentive  to  avoid  layoffs  and  to  hire 
unemployment  Insurance  claimants  in  order  to 
reduce  its  Ul  costs. 
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THE  Ul  WAGE  BASE  IN  MASSACHUSETTS 
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PRIVATE  SECTOR: 
TOTAL  PAYROLL         DOID  TAXABLE  PAYFO_L 


Between  1984  and  1991,  total  wages  paid  by  private  sector  employers  rose  fronn  $40.2  to 
$58.5  billion  per  year.  Most  of  this  increase  was  due  to  rising  wage  levels:  average  weekly 
wages  increased  about  45%  during  these  years.  In  contrast,  the  taxable  payroll  grew  very 
little,  rising  only  from  $15.5  to  $16.1  billion  (or  4%)  over  the  seven  years,  since  taxable 
wages  are  fixed  at  $7,000  per  employee. 

States  can  change  unemployment  insurance  revenues  by  altering  the  contribution  rate  or  by 
altering  the  wage  base.  While,  theoretically,  both  methods  are  equally  useful  for  raising 
revenues,  each  has  different  implications  for  equity  among  companies.  When  a  state's  wage 
base  is  relatively  low,  contributions  as  a  percent  of  payroll  will  be  higher  for  companies  with 
part-time  workers,  low  hourly  wages,  or  high  turnover.  For  example,  Metro  Printers,  a  small 
family-owned  business,  has  4  part-time  employees  who  earned  $10,000  per  year  each.  If 
they  are  assigned  the  same  rate  as  Excell  (4.1  %),  their  contributions  would  be: 


4  employees  x  $7,000  x  .041  =  $1,148 


The  $1,148  in  unemployment  contributions  paid  by  Metro  Printers  represents  2.9%  of  their 
annual  payroll  of  $40,000.  This  ratio  is  considerably  higher  than  the  1.2%  paid  by  a  company 
like  Excell  whose  workers  have  higher  annual  earnings. 

A  fixed  wage  base  also  produces  practical  problems.  If  revenue  increases  are  generated  only 
through  rate  increases,  rate  schedules  must  be  re-written  frequently  as  wages  and  benefit 
costs  rise.  Rates  will  eventually  reach  levels  which  appear  excessively  high,  and  revenues  will 
simply  not  keep  pace  with  disbursements  from  the  trust  fund. 
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THE  TAXABLE  WAGE  BASE  IN  OTHER  STATES 


Federal  law  establishes  $7,000  as  the  minimum  taxable  wage  base  for  states,  and 
Massachusetts  is  one  of  15  states  (plus  Puerto  Rico)  which  uses  this  figure.  As  shown 
below,  35  states  have  taxable  wage  bases  ranging  up  to  $22,700.  Currently,  14  states  plus 
the  Virgin  Islands,  Puerto  Rico,  and  the  District  of  Columbia  also  index  their  taxable  wage 
bases  so  that  they  will  rise  as  statewide  wage  levels  rise,  using  ratios  of  50-1 00%  of  average 
annual  wages. 


STATES  WITH  TAXABLE  WAGE  BASES  ABOVE  $7,000 

1992 

WAGE  WAGE 
STATE  BASE      INDEXED?        STATE  BASE  INDEXED? 


Hawaii 

$22,700 

YES 

Oklahoma 

$1  0,1  00 

Alaska 

22,600 

YES 

Colorado 

10,000 

Virgin  Islands 

19,500 

YES 

Michigan 

9,500 

Idaho 

18,600 

YES 

Texas 

9,000 

Washington 

17,600 

YES 

Illinois 

9,000 

Oregon 

16,000 

YES 

Delaware 

8,500 

New  Jersey 

15,300 

Georgia 

8,500 

Rhode  Island 

15,200 

YES 

Louisiana 

8,500 

Utah 

15,000 

YES 

Ohio 

8,250 

Nevada 

14,500 

YES 

Dist.  of  Col. 

8,000 

Montana 

14,000 

YES 

Alabama 

8,000 

Minnesota 

13,800 

YES 

West  Virginia 

8,000 

North  Dakota 

12,200 

YES 

Pennsylvania 

8,000 

New  Mexico 

12,100 

YES 

Kentucky 

8,000 

North  Carolina 

12,100 

YES 

Vermont 

8,000 

Iowa 

12,800 

YES 

Kansas 

8,000 

Wyoming 

10,900 

YES 

Arkansas 

8,000 

Wisconsin 

10,500 

Virginia 

8,000 

Connecticut 

7,100 
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THE  COST  OF  UNEMPLOYMENT  INSURANCE  IN  SELECTED  STATES 


In  1991,  the  average  cost  to  Massachusetts  employers  was  $280  per  employee  for 
unemployment  insurance  coverage.  Massachusetts  has  one  of  the  highest  wage  levels  in  the 
nation  and  its  employers  now  have  relatively  high  unemployment  insurance  contributions. 
Employer  costs  in  Massachusetts  rank  below  one  of  the  other  the  major  industrial  states 
(Michigan)  and  one  other  New  England  state  (Rhode  Island). 


ANNUAL  COST  PER  Bv1=^LOYEE 

FOR  UNBVPLOYTvENT  INSURANCE 

RHCDE  ISLAND 

— ^  MICHIGAN 
^^vV\S  S  ACHU5ETT5 

i^yy^yy^yyyyyyyyyyy^y^^%-2^^  O^ 

PENNS  YL  VAN  1 A 

^yyy^yyyyyyyyyyyyyyy^  $272 

NEW  JERSEY 

^yyyyyyyyyyyyyyyy^  $259 

VERTvONT 

^yyyyyyyyyy^^yi  $216 

ILLINOIS 

^^yyyyy^yyyyyy^  S216 

OHIO 

i^yyyyyyyyyyyA  sis^ 

IVAINE 

^yyyyyyyy^yy<\  $ibb 

TEXAS 

^yyyyyyyyyyyA  si62 

NEW  YORK 

OOxINECTICUT 

yyyyyyyyyyyyyy  $i5b 

CALIFORNIA 

^^yyyyy^  $1-10 

NCRTH  CARCLINA 

^^^^^^yy^  S92 

FLORIDA 

^yyA  S56 

NEW  IHAK/PSHIRE 

yyyyA  sse            ,            ,  , 

1  ,                SO        S10D     S2DD     S3DD     $400  $500 

1     SEPT   1991  1 

AVERAGE  WEEKLY  EARNINGS 
Third  Quarter  of  1991 


1. 

Connecticut 

$573 

2. 

New  York 

$562 

3. 

New  Jersey 

$558 

4. 

Massachusetts 

$524 

5. 

California 

$512 

6. 

Michigan 

$492 

7. 

Illinois 

$492 

8. 

Pennsylvania 

$456 

9. 

New  Hampshire 

$443 

10. 

Ohio 

$442 

11. 

Texas 

$441 

12. 

Rhode  Island 

$432 

13. 

Florida 

$408 

14. 

Vermont 

$398 

15. 

North  Carolina 

$393 

16. 

Maine 

$388 

Weekly  earnings  of  workers  in  Massachusetts 
are  higher  than  those  in  most  of  the  other 
industrial  or  New  England  states.  As  a  result, 
weekly  unemployment  benefits  are  also 
higher.  The  data  presented  here  implies  that 
employer  contributions  in  Massachusetts  as 
a  percent  of  earnings  are  above  average 
(source:  Ul  Data  Summarv.  3rd  Quarter 
CY91 .  U.S.  Department  of  Labor,  January, 
1992). 
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THE  EXPERIENCE  RATING  SYSTEM  IN  MASSACHUSETTS 


Under  the  experience  rating  systenn  in  Massachusetts,  ennployers'  contributions  are  assigned 
based  on  their  own  experience.  This  method  makes  unemployment  insurance  different  from 
auto  or  life  insurance  programs,  which  assign  rates  based  on  the  experiences  of  other  people 
in  the  same  demographic  groups.  The  table  below  shows  the  average  contribution  rate 
assigned  to  private  employers  in  the  seven  major  sectors  of  the  economy.  It  shows  that 
construction  companies  had  the  highest  rates,  since  so  many  construction  companies  lay  off 
employees  during  the  off-season  or  at  the  end  of  a  particular  job.  Rates  were  lowest  for 
finance,  insurance,  and  real  estate  employers,  which  have  tended  to  offer  steady  employment. 


CONTRIBUTION  RATES  BY  SECTOR 

1990  CONTRIBUTIONS  IN  MASSACHUSETTS  AS  A  PERCENT  OF: 

Contributory  wages  Total  wages 

Construction                                                     4.3%  1.4% 

Services                                                            2.9%  0.9% 

Trans., Comm. ,Util.                                             2.8%  0.7% 

Trade                                                                2.6%  1.0% 

Manufacturing                                                     2.8%  0.7% 

Fin. ,1ns., Real  Estate                                              2.4%  0.6% 


Employers'  contributions  are  not  assessed 
exactly  in  proportion  to  the  benefits  charged 
to  them.  The  relationship  between  benefits 
charged  and  contributions  paid  varies  over 
the  business  cycle  and  from  sector  to  sector. 
In  1986,  the  average  employer  had  $0.70  of 
benefits  charged  for  each  dollar  paid. 
Because  of  the  rising  unemployment  rates,  by 
1990,  the  average  employer  had  $1.15  in 
benefit  charges  for  each  dollar  paid. 
Construction  employers  have  been  using 
more  than  they  have  paid  in  for  several  years: 
in  both  1986  and  1990,  benefits  charged 
exceeded  contributions.  In  contrast, 
employers  from  the  trade,  services,  and 
finance,  insurance,  and  real  estate  sectors 

contributed  more  than  their  former  employees  drew  out  in  both  1986  and  1990,  and  so  the 
trust  fund  account  balances  for  these  employers  are  rising.  For  employers  from  manufacturing 
and  transportation,  communications,  and  utilities,  benefits  charged  were  less  than 
contributions  in  1986,  but  exceeded  contributions  in  1990. 


BENEFITS  CHARGBD  FCR  EACH  IXLLAR 
PAID  INfID  TRUST  FLND,  BY  SECTOR 

Construction 

$1.52 

£5.00 

tvbnufacturlng 

Trans., CcrTm.,Uil. 

y///////^A  J135 

Trade 

■  tO.49 

y//////A  S1-12 

Fln.,lns.,Fteal  Est. 

■  $0.38 

$0.94 

YEAR: 

Services 

■  $0.50 
W////A  $1.06 

■■  1965 

■■  $0.70 

^  1990 

Wy/Z/M  $1.60 

$0.00  $1.00  $2.00  $3.00  $4.00  $5.00  $6.00 
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THE  MASSACHUSETTS 
TRUST  FUND 


THE  MASSACHUSETTS  TRUST  FUND 


The  unemployment  insurance  system  differs  from  many  other  government  programs  in 
that  it  is  financed  by  a  dedicated  trust  fund,  rather  than  by  general  state  revenues.  The 
unemployment  insurance  contributions  from  employers  in  each  state  are  kept  by  federal 
law  by  the  U.S.  Treasury  in  a  trust  fund.  The  U.S.  Department  of  Labor  offers  the 
following  general  principles  to  guide  trust  fund  management: 

•  Each  state's  system  for  financing  benefits  must  be  capable  of  meeting  annual 
benefit  costs  over  a  period  of  years. 

•  States  should  maintain  a  reserve  level  which  can  withstand  a  foreseeable 
recession. 

•  States  should  replenish  the  fund  fairly  rapidly  after  a  recession  to  prepare  for  the 
next  downturn. 

•  States  should  reduce  the  revenue  burden  when  reserves  are  unnecessarily  high. 

Each  state  must  decide  exactly  how  much  should  be  in  the  trust  fund  and  when  it  is 
appropriate  to  be  building  up  or  drawing  down  the  trust  fund.  These  decisions  also 
affect  who  actually  finances  benefits.  Since  new  employers  are  always  entering  the 
state  and  existing  employers  leaving  or  going  out  of  business,  the  timing  of  contributions 
to  the  trust  fund  determines  which  employers  contribute  most  to  finance  the  system. 

It  is  hard  to  predict  how  much  money  will  be  needed  in  any  particular  economic 
slowdown,  and  the  current  rise  in  unemployment  in  Massachusetts  is  reducing  the 
reserves  in  the  trust  fund  at  a  rapid  rate.  In  1988,  Massachusetts  had  over  $1  billion 
in  the  trust  fund.  But  because  the  number  of  unemployment  insurance  claimants 
doubled  between  1 988  and  1 990,  net  reserves  fell  to  $839  million  in  1 989  and  to  $324 
million  by  the  end  of  1 990.  At  the  end  of  1 991 ,  the  balance  was  negative  $279  million. 

States  in  this  situation  borrow  from  the  Federal  Unemployment  Loan  Account  to  meet 
benefit  payments.  During  the  1970s,  25  states  (including  Massachusetts)  borrowed 
from  this  fund,  and  during  the  1 980s,  26  states  borrowed.  States  that  borrowed  in  the 
1970s  were  repaying  loans  for  the  next  6-8  years,  while  those  who  borrowed  in  the 
1980s  used  3-4  years  to  repay.  Interest  charges  introduced  by  the  Congress  in  1982 
have  encouraged  states  to  repay  the  loans  more  quickly. 

Most  states  (particularly  the  industrial  states)  have  borrowed  in  order  to  pay  benefits  at 
some  point.  A  few  states  have  avoided  borrowing  by  maintaining  high  levels  of  reserves 
or  by  raising  contribution  rates  or  the  wage  base  when  reserves  began  to  decline.  Just 
one  New  England  state  (New  Hampshire),  and  two  of  the  eleven  major  industrial  states 
(California  and  North  Carolina)  have  avoided  borrowing.  Another  large  state  (Florida) 
borrowed  briefly,  but  repaid  the  loans  within  the  year.  Several  less-populated  states, 
(such  as  Wyoming  or  South  Dakota)  have  also  never  borrowed.  The  success  of  these 
states  in  maintaining  solvency  is  the  product  of  both  policy  choices  and  economic 
fortunes.  For  example.  North  Carolina  and  New  Hampshire  were  hit  hard  by  the  1975 
recession,  but  had  very  high  reserves  before  they  entered  the  recession.  Florida  and 
California's  reserves  were  relatively  low,  but  they  chose  to  increase  employer 
contributions  to  maintain  their  funds  during  the  1975  recession. 
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BUILDING  ADEQUATE  TRUST  FUND  RESERVES 


Each  state  must  determine  what  level  of 
reserves  will  be  adequate  to  withstand 
any  foreseeable  recessions.  While  the 
federal  government  does  not  mandate 
any  particular  level,  states  can  refer  to 
guidelines  suggested  by  the  Interstate 
Conference  of  Employment  Security 
Agencies  (ICESA).  In  1959,  ICESA 
proposed  the  use  of  a  "High  Cost 
Multiple"  to  determine  trust  fund 
adequacy,  and  the  federal  General 
Accounting  Office  (GAO)  recently 
adopted  this  standard  for  its  reviews  of 
state  trust  funds.  This  standard 
suggests  that  reserves  should  be  equal 
to  18  months  of  benefits  at  the  level  of  benefits  paid  in  the  worst  recession  in  the 
state's  history.  For  Massachusetts,  benefits  in  1975  were  equal  to  3.2%  of  total 
payrolls,  as  shown  above.  The  High  Cost  Multiple  for  Massachusetts  is  therefore: 

3.2  percent  (highest  cost  year) 

X        1.5     (18  months)  

4.8  percent  (High  Cost  Multiple) 

Under  this  standard,  the  Massachusetts  trust  fund  should  have  reserves  equal  to  4.8% 
of  the  state's  total  payroll. 

However,  not  all  states  use  this  standard.  Many  states  prefer  to  keep  contribution  rates 
relatively  low,  in  order  to  encourage  greater  business  investment  and  job  growth  during 
expansions.  Because  unemployment  in  1975  was  unusual,  Massachusetts  has 
established  a  goal  based  on  12  months  of  benefits  at  the  level  experienced  in  more 
typical  recession  years  (1971,  1974,  and  1976).  Since  benefits  paid  were  equal  to 
about  2.3%  of  payrolls  in  those  years,  when  the  trust  fund  balance  is  equal  to  2.3%  of 
the  total  payrolls  in  Massachusetts,  employers  move  to  contribution  schedule  A,  the 
schedule  with  the  lowest  rates. 


STANDARDS  FOR  ADEQUATE  RESERVES 
IN  SELECTED  STATES 

There  are  many  different  answers  to  the  question  "how  much  is  enough?"  New  Jersey  and  Rhode 
Island  have  established  very  high  goals  for  reserves:  New  Jersey  will  invoke  its  lowest  contribution 
schedule  only  when  reserves  are  equal  to  1 0%  of  statewide  payrolls,  and  Rhode  Island  does  so  when 
reserves  equal  1 1 .5%  of  payrolls.  In  contrast,  California  has  established  a  lower  goal,  as  it  sets  rates 
at  its  lowest  contribution  schedule  when  reserves  equal  1.8%  of  payrolls. 
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TRUST  FUND  RESERVES  IN  MASSACHUSETTS,  1971  TO  1991 


The  graph  to  the  right  presents  a  history 
of  revenues  to  the  Massachusetts  trust 
fund.  Revenues  rose  rapidly  during  the 
nnid  1970s  and  early  1980s,  as 
Massachusetts  experienced  strong 
economic  growth  and  replenished  the 
trust  fund.  In  1 984  and  1 985,  rates  (as 
well  as  total  contributions)  fell,  since 
the  trust  fund  had  reached  an 
apparently  adequate  level.  In  1989  and 
1990,  higher  rates  were  automatically 
triggered,  as  trust  fund  balances 
declined.  However,  because  of  the 
fixed  taxable  wage  base,  revenues  rose 
only  slightly. 


Ul  CONTRIBUTIONS  1971  -  1991 

SMilllons 

700  -1  

600  - 


500  -- 


(EST) 


MASSACHUSETTS  BENEFITS  PAID  1971  -  1991 


1400 


Millions  $ 


'71    73    75  77    79  '81    83  '85   87  "89  '91 

(EST! 


Benefit  payments  have  risen 
dramatically  in  the  past  few  years. 
Massachusetts  paid  $495  million  in 
benefits  in  1988,  $768  million  in  1989, 
$1.1  billion  in  1990,  and  1.2  billion  in 
1991.  This  increase  can  be  compared 
to  the  1974-1975  increase,  since 
benefit  payments  doubled  in  those  years 
also.  One  key  difference,  though,  is 
that  the  current  slowdown  follows  a 
long  period  of  low  unemployment,  while 
the  1975  recession  followed  a  period  of 
poor  economic  performance. 


During  the  1975  recession,  the  trust 
fund  became  depleted  because  of  the 
unprecedented  rise  in  insured 
unemployment.  It  did  not  regain  a 
positive  balance  until  1979.  The 
current  rapid  rise  in  benefit  payments, 
combined  with  the  relatively  modest  rise 
in  revenues,  has  again  resulted  in  a 
rapid  decline  in  reserves,  with  net 
reserves  dropping  to  negative  $279 
million  at  the  end  of  1991. 


YEAR  END  RESERVES  1971  -  199 


Millions  $ 


■71    73  '75    11    79    81    83    65    87  '89  St 

(EST) 
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THE  SOLVENCY  ACCOUNT  IN  THE  TRUST  FUND 


While  most  benefits  are  charged  to  the  "book  account"  of  each  claimant's  former  employer, 
some  benefits  are  charged  instead  to  a  general  solvency  fund.  Expenditures  from  the 
solvency  account  in  the  trust  fund  tend  to  rise  during  periods  of  high  unemployment.  During 
1991,  approximately  $489  million  in  benefits  out  of  a  total  of  $1.2  billion  in  disbursements 
were  charged  to  this  fund.  Benefits  are  charged  to  the  solvency  account  for  the  following 
reasons: 

•  Employer  neoative  excess  reserves.  Excess  negative  reserves  are  charged  to  the 
solvency  account  in  order  to  encourage  employers  to  try  to  avoid  layoffs.  Certain 
employers  are  considered  "negative  balance"  employers,  because  their  trust  fund 
contributions  are  less  than  the  benefits  charged  to  their  accounts.  Once  the  negative 
balance  for  an  employer  exceeds  1 5%  of  their  taxable  payrolls,  the  excess  is  charged 
to  the  solvency  account.  The  removal  of  the  excess  charges  from  the  employer's  book 
account  makes  it  more  realistic  for  the  employer  to  try  to  improve  its  experience  rating. 
This  is  the  largest  category  of  benefits  charged  to  the  solvency  account,  and  is  one 
which  increases  during  a  weak  economy. 

•  Deoendencv  allowances.  Dependency  allowances  are  charged  to  the  solvency  fund, 
since  to  do  otherwise  might  encourage  employers  to  consider  family  status  when  hiring 
or  laying  off  employees. 

•  Non-charoed  benefits.  Certain  other  benefits  are  charged  directly  to  the  solvency 
account,  usually  because  the  job  loss  was  the  fault  of  neither  the  employer  nor  the 
employee  (e.g.,  an  onerous,  compelling  reason  for  leaving). 

•  Ceased  emplover  negative  balances.  When  employers  with  negative  balances  go  out 
of  business,  the  remaining  balances  are  charged  to  the  solvency  account. 

•  Combined  wage  claims.  Some  of  the  benefits  paid  to  workers  who  worked  in  more 
than  one  state  are  charged  to  the  solvency  account. 

•  Vocational  training  extension.  Extended  benefits  paid  to  claimants  who  are  attending 
vocational  retraining  are  charged  to  the  solvency  account. 


These  charges  are  financed  by  a 
solvency  assessment  to  each 
employer's  book  account.  Income  to 
the  trust  fund  which  cannot  be 
credited  to  any  particular  employer  is 
also  added  to  the  solvency  account. 
This  income  includes  interest  paid  on 
Massachusetts  reserves  by  the  U.S. 
Treasury  and  any  money  remaining  in 
the  accounts  of  positive  balance 
employers  who  close  or  leave  the 
state.  During  1991,  about  $58  million 
was  credited,  leaving  $431  million  in 
solvency  charges  to  be  financed  by 
continuing  employers. 
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SCLVB^CY  CHARGES  IN  FY91 
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THE  TIMING  OF  CONTRIBUTIONS  TO  THE  TRUST  FUND 


The  level  of  reserves  in  the  Massachusetts  trust  fund  follows  a  counter-cyclical  pattern. 
Employer  contributions  build  up  the  fund  when  ennployment  and  payrolls  are  growing,  while 
benefit  payments  reduce  the  trust  fund  during  a  downturn.  This  pattern  can  act  as  a 
stabilizing  force  for  the  economy.  The  graph  below  illustrates  this  pattern.  It  shows  that  the 
annual  percent  change  in  trust  fund  reserves  closely  mirrored  the  annual  percent  change  in 
total  payrolls  between  1971  and  1991  (note:  the  fluctuations  in  reserves  are  far  more 
dramatic  than  the  fluctuations  in  payrolls,  and  so  two  scales  are  used  in  the  graph.  The  only 
large  swings  in  payrolls  occurred  in  1978-79  when  inflation  caused  large  wage  increases.). 


PERCENT  CHAM3E  IN  TRUST  FUND  RESERVES 
VS,   PERCENT  CHAN:^   IN  TOTAL  PAYROLLS 


EQUITY  ISSUES  AND  THE  TIMING  OF  CONTRIBUTIONS 

The  timing  of  contributions  to  the  trust  fund  also  affects  equity  among  employers.  States  can  use  any 
combination  of  the  following  options  for  paying  benefits: 

•  Build  up  high  trust  fund  reserves  before  an  economic  downturn  occurs.  In  this  case,  the  employers 
who  are  most  likely  to  lay  off  employees  during  the  downturn  are  likely  to  pay  the  most  into  the 
trust  fund  because  of  the  experience  rating  system. 

•  Replenish  a  declining  trust  fund  during  a  downturn  if  necessary.  In  this  case,  the  employers  who 
have  laid  off  large  numbers  of  employees  pay  slightly  less  than  they  otherwise  would,  since  their 
taxable  payrolls  for  the  year  will  be  lower  than  usual. 

•  Borrow  during  a  downturn  and  repay  the  loans  later.  In  this  case,  employers  who  closed  or  left  the 
state  during  the  downturn  will  not  contribute  at  all.  However,  those  who  enter  the  state  or  expand 
their  payrolls  during  the  recovery  will  have  to  help  repay  the  loans. 
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THE  OUTLOOK  FOR  STATES  IN  THE  1990s 


The  graph  to  the  left  shows  the 
solvency  of  the  unemployment 
insurance  trust  funds  of  the  1 1  major 
industrial  states  and  5  other  New 
England  states.  As  of  September,  1991 
the  Massachusetts  trust  fund  had  no 
money  available  to  pay  benefits  at  the 
current  level.  Other  large  states  with 
low  or  no  reserves  include  Connecticut 
and  Michigan.  The  zero  reserves  in 
Massachusetts  and  Connecticut  are  the 
product  of  the  relatively  recent 
economic  downturn  in  the  Northeast, 
while  low  reserves  in  Michigan  are  the 
product  of  many  years  of  high 
unemployment  in  the  manufacturing 
sector.  Since  1990,  these  states  experienced  an  average  decline  in  months  of  benefits 
in  their  trust  funds  of  over  50%.  If  the  national  economy  continues  to  worsen,  the 
Department  of  Labor  predicts  that  more  state  trust  funds  will  face  insolvency.  As  a 
result,  increasing  pressure  will  probably  be  placed  on  the  federal  government  to  introduce 
strategies  to  assist  states  in  managing  their  trust  funds  during  the  coming  years. 

THE  IMPACT  OF  BORROWING  FROM  THE 
FEDERAL  UNEMPLOYMENT  LOAN  ACCOUNT 

I  Title  XII  of  the  Social  Security  Act  allows  states  to  borrow  funds  from  the  Federal  Unemployment 
Loan  Account  when  the  unemployment  insurance  trust  fund  reaches  a  zero  balance.  Borrowing  from 
I  the  fund  carries  the  following  costs: 

•  Interest  is  charged  at  a  rate  which  is  tied  to  the  rate  of  return  on  other  government 
securities.  This  rate  has  ranged  up  to  the  maximum  of  10%,  which  was  used  in  1982, 
1983,  and  1985.  The  current  rate  is  8.2%.  These  interest  charges  cannot  be  paid  from 
regular  trust  fund  revenues.  States  usually  introduce  a  special  solvency  tax  levy  or  use 
general  revenues  for  the  interest  payments.  Interest  is  charged  annually,  but  if  a  loan  is 
repaid  before  September  30  of  the  same  year,  no  interest  is  charged,  unless  further 
borrowing  is  done  later  that  year. 

i  •  If  a  state  has  not  repaid  the  loan  within  two  years,  the  federal  government  uses  the  FUTA 
tax  on  the  state's  employers  to  begin  to  repay  the  loan.  The  5.4%  credit  normally  granted 
to  employers  is  reduced  by  0.3  percentage  points  each  year  until  the  loans  are  paid. 

•  Unlike  the  state  unemployment  taxes,  the  FUTA  tax  is  not  experience-rated.  Employers  who 
never  have  layoffs  are  assessed  the  same  higher  tax  rate.  New  employers  also  pay  higher 
FUTA  taxes,  so  outstanding  loans  may  affect  employers'  decisions  on  where  to  start  or 
expand  operations.  The  increased  FUTA  payments  are  not  reflected  in  each  employer's  state 
unemployment  account. 

•  When  the  state  or  any  of  its  political  subdivisions  issues  bonds  for  any  purpose,  it  must 
include  in  its  bond  prospectus  a  description  of  the  solvency  of  the  unemployment  insurance 
trust  fund,  including  information  on  outstanding  loans. 
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OBTAINING  WAGE  INFORMATION 
FOR  USE  IN  CALCULATING 

UNEMPLOYMENT  BENEFITS 


THE  WAGE  REQUEST  METHOD 


Massachusetts  is  one  of  just  three  states  which  uses  the  "wage  request"  method  to 
obtain  information  on  claimants'  former  wages.  The  chart  below  outlines  the  seven 
steps  used  in  the  wage  request  method  to  determine  a  claimant's  eligibility  for 
unemployment  insurance  benefits. 


WAGE  REQJEST  h^JHJD 
Massachusetts,  Michigan,  New  York 


1.  Separated  worker  files  a  clam 

o 


INITIAL 
OAfv^ 


2.  Clamant  lists  all  errployers 
in  past  52  weeks 


3.  CET  sends  "request"  for 
wages  and  separation  information 
to  all  errployers 


4.  Each  employer  has  10  days 
to  calculate  and  report 
wages  paid  in  past  52  weeks 


REQJEST 


DET 


CET  keys  in  all  wages  reported 
by  base  period  employers 

o 


Wage  data  stored  for 
350,000  clamants  annually 


7.  CET  notifies  clamant 

of  benefit  amount 


sai- 
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THE  WAGE  REPORTING  METHOD 


Massachusetts  is  currently  considering  converting  to  the  "wage  reporting"  method  of 
obtaining  wage  infornnation  for  claimants.  Under  this  method,  employers  report 
quarterly  to  the  state  employment  security  agency  the  wages  paid  to  each  employee. 
The  wage  reporting  system  is  now  used  by  47  states. 


-  WAGE  REPORT!  NG  ^^TH□D 
47  States 

1.  Each  calendar  quarter,  all  enrployers        2.  DET  processes  all  wage  data 
report  wages  paid  to  every  errployee  received 


Firms  with  under  250 
send  form 


=  WCE  I  1 

FBCRT  


BP  T/5PE 


®  ® 

m 

FimnE  with  250  or  more 
enrpioyees  send  BDP  tape 


3.  Wage  data  is  stored  for  3  mlllon         A.  Separated  worker  files  a  clam 
\M)rkers  each  quarter 


CET 


o 


5.  Monetary  Eligibility  for  Ul  benefits    6.  CET  sends  "Request'  for  separation 
can  be  determined  mmediately  inforrmtion 


iM^CFMMX>J 
PEUEST 
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